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SAUDI ARABIA: KEY ECONOMIC INDICATORS 
(in biffions of current U.S. dofiars) 


Exchange Rate 
1983/84 US $f = 3.48 
1984/85 US $1 = 3252 
May 1985 US $1 = 3.6) 
3 $ 
1983/84 1984/85 change 1985/86 change 


(projected) 
Income and Production 


Gross Domestic Product 110 -4% N/A 
Per Capita GDP ($) 13,750 -4 
Non-O11 GDP 


Government Budget 


Budgeted Revenue 
Budgeted Expenditure 
Actual Revenue 

of which olf 
Actuat Expenditure 
Surplus/Deficit 


Mone Prices 
Money Supply (M3) (End of FY) 
Commercial Bank Reserves (End of FY) 
Demand Deposits (End of FY) 
Government (SAMA) 

Forelgn Assets 
Commercial Bank 

Foreltgn Assets 
Inflation (% Increase 

In non=ol! GOP 

deflator) 
Consumer Prices (19802#100) 


Balance of Payments and Trade 
Current Account Balance 


Exports 
To U wiSie 
Imports (CIF) 
From U.S. (CIF) 
U:S! Share ($) 


O17? Production 
Miifton Barreis p/day 4.0 <-17%. 3.0 -14% 


Princtpal Imports from the U.S.: buliding materltais, agricuitural machinery, 
alrcraft and parts, oll/gas fleid equipment, auto parts, and refrigeration 
equipment. 


Saudi Fiscal Years: 1983/84 April 14, =""April ts; Tee 
1984/85 heeet. 2 - March 21, 1985 
1985/86 March 22, - March 10, 1986 


Sources: Official sources (principaily the report) and Embassy estimates. 





ECONOMIC TRENDS 


Summary 


Saudi Arabia's economic well-being is largely dependent on the 
world petroleum market. Private and government efforts to 
diversify the economy are promising, but just beginning. The 
country has adjusted well to the contraction in national income 
caused by lower oil revenues, but cutbacks are affecting Saudi 
citizens and businesses as government spending fell in fiscal 
year 1984/85 for the third straight year. Petroleum production 
averaged only slightly more than 4 million barrels a day in 1984 
and, as of May 1985, had declined to 2.5 million barrels a day. 
Oil exports have dropped by well over 50% since 1982. GDP in 
current Saudi riyals fell about 27% from 1981/82 to 1983/84. In 
constant riyals, GDP fell about 9% for the two-year period, but 
grew slightly from 1982/83 to 1983/84. Non-oil GDP may have 
grown slightly in 1984/85, but total GDP should have declined. 
The geographic impact of the recession is uneven: the 
contraction has been severe in the western and eastern 
provinces, while in Riyadh business conditions have deteriorated 
at a slower rate. Construction and construction-related 
sectors, such as industrial materials and services, and retail 
and wholesale trade wore the brunt of economic contraction. 
Industrial growth, which accelerated as the large projects at 
Jubail and Yanbu came on stream, has now slowed, and the number 


of new entrants into industry is declining according to the 
number of industrial licenses issued. Growth in agriculture 
also slowed in anticipation of the government's November 1984 
decision to lower the guaranteed purchase price of wheat and 
because of the reduced financing available for agricultural 
projects. 


For the remainder of fiscal year 1985/86, world oil demand is 
not expected to recover. With present trends, Saudi Arabia's 
oil production for the year might not exceed an average of 3.5 
Million barrels a day. Revenues from petroleum and other 
sources will probably not be sufficient to balance the budget at 
the $55 billion level announced in March. The government may 
cut spending in addition to drawing on its official foreign 
assets to finance the deficit. (It is unlikely for the present 
to resort to foreign borrowing.) There will be few new 
development projects, but a number of ongoing ones will 
continue. Businesses are likely to experience continued 
problems with contract disputes and delayed payments. As 
businesses strive to cut costs, western employees in Saudi 
Arabia are being replaced by other, less expensive 
nationalities, who often come without families. Saudi Arabia 
still has one of the world's highest per capita incomes and one 
quarter of the free world's petroleum reserves. Even though the 
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recession is likely to continue for several more years, 
substantial opportunities still exist for American exporters and 
investors in the fields of manpower and training, health, 
security and safety, defense-related equipment and services, 
agricultural services, operations and maintenance and 
franchising. 


1984/85 - A Year of Austerity 


A. Economic Growth 


The Embassy estimates that total GDP probably fell in 1984/85, 
even though the non-oil component of GDP may have grown by 

2-3%. GDP dropped from $150 billion in 1981/82 to $110 billion 
in 1983/84 at current prices, according to published government 
data. In constant riyals, GDP fell about 9% for the two-year 
period but grew slightly from 1982/83 to 1983/84. The fall in 
petroleum production and in government expenditures was the 
cause of the decline in GDP; the oil sector directly accounted 
for most of the decline. During the past two years, most 
sectors of the economy showed slight increases or declines. The 
exception was the construction sector, which fell sharply. 
Construction continued to decline in 1984/85. Economic activity 
in other sectors of the economy, such as wholesale and retail 
trade and real estate, has begun to fall off sharply. 


Declining GDP growth is less meaningful in the current Saudi 
context than it would be elsewhere in the world because Saudi 
Arabia's roads, communications and basic infrastructure are now 
largely in place. Both the absolute amount and relative share 
of infrastructure spending in the national budget have declined 
from a high of $58 billion in 1982 to $25-30 billion in 1984/85. 


B. Government .Expenditures and Revenues 


On March 21, the government announced expenditures of SR 212 
billion ($59.8 billion), revenues of SR 166.9 billion ($46.8 
billion) and a deficit of SR 45 billion ($13 billion) for Saudi 
fiscal year 1984/85, Revenues are believed to have been 
somewhat less and expenditures somewhat higher than publicly 
reported. (The government had originally projected a budget of 
$74 billion for Saudi fiscal year 84/85, with government 
receipts of $60 billion and a deficit of‘ about $13 billion.) 
Spending on project infrastructure for Saudi fiscal year 1984/85 
is estimated to have been in the $25-30 billion range, much of 
it spent on secondary phases of existing projects rather than 
new ones. The deficit was financed by a drawdown of official 
foreign assets. 
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Saudi Arabia's income from petroleum exports has been sharply 
reduced in recent years by a shift in the balance of supply and 
demand for petroleum in the world. Declines in demand were 
exacerbated, from the Saudi point of view, by rapid growth in 
output from non-OPEC sources of supply. As a result, net demand 
for OPEC and Saudi production has declined steadily. Although 
total world demand for petroleum increased for the first time in 
three years in 1984, it was not enough to offset continued 
growth in non-OPEC supply. Petroleum revenues for 1984/85 
probably did not exceed SR 100 billion ($28 billion). This was 
well below the government's original projections of petroleum 
production of 5 million barrels a day for the fiscal year. 
Income from foreign assets, which was about $10 billion for 
1984/85, should decline further this year as reserves are drawn 
to meet current expenditures. 


C. Cutting Costs and Raising Revenues 


The government has tried to reduce costs and raise non-petroleum 
revenues throughout fiscal year 1984/85 and in fiscal year 
1985/86. Some of these actions are beginning to affect the 
standard of living of the average Saudi. In 1984 and 1985, the 
government raised fuel, electricity and water rates, but most 
Saudis, who spend only a small fraction of their incomes on 
these items, were little affected, even though the King rolled 
back the increases in fuel costs in response to public concern. 
In November 1984, the government reduced the guaranteed purchase 
price for wheat from $970 to $554 per ton, discouraging new 
wheat producers. In March 1985, the government raised the 
minimum tariff rate of 4% to 7% on dutiable items to raise an 
additional $.5 billion in revenues. In March and April of 1985, 
the government announced a number of additional revenue measures 
including increased fees for passports and other official 
documents, port fees, mandatory collection of the 2 1/2 percent 
Islamic wealth tax (half of which used to be optional), and most 
significantly, a sharp reduction of overtime, benefits and 
travel allowances for Saudi civil servants, who represent about 
25% of the Saudi labor force. Although significant, these 
revenue-generating and cost-cutting measures are not expected to 
generate sufficient funds to allow the government to reach its 
goal of a balanced budget and avoid reducing further its 
official foreign assets. 


Government spending on projects has fallen sharply from its peak 
of SR 210 billion ($58 billion), thus reducing the opportunities 
for Saudi Arabia's private sector. The government has been 
forced to postpone or cancel some major projects. The 
completion date for the new King Fahd International Airport 
(formerly the Eastern Province International Airport) has been 
pushed back from 1988 to 1990, deferring expenditures of 





oils 


approximately $1 billion. Support facilities for the airport 
were also cut back sharply. In March 1984, Petromin cancelled 
two major refineries at Qassim (scheduled for completion in 
1987) and al-Shugaig, reportedly incurring cancellation 
penalties of several hundred million dollars. The cost of these 
two projects was estimated at $2.5-3.0 billion. 


D) The Private Sector 


Saudi fiscal year 1984/85 was an uneven year for Saudi Arabia's 
private sector. Difficulties were severe in construction and 
retail and wholesale trade. Industry and agriculture grew in 
1983/84 but the rate of growth in these sectors is expected to 
have been less in 1984/85. 


Construction 


In the construction industry, the decline which began two years 
ago continued. Government spending for development fell, and 
there were few new project starts. The government sought to 
give Saudi firms a larger share of the new projects that were 
funded, reducing the market still further for foreign 
construction firms. Payment delays and contract disputes 
compounded financial problems for both domestic and foreign 
construction firms. The construction sector last year was 
marked by some well-publicized bankruptcies. Because of 
contract disputes, some of these firms abandoned their jobs and, 
in some cases, even their foreign workers without pay. 
Construction companies have also been subjected to the 
apparently unjustified calling of performance and advance 
payment bonds by private contractors. 


Agriculture 


The agricultural sector accounted for less than 5 percent of GDP 
in 1983/84, but it has grown by almost 80 percent over the last 
four years. Saudi Arabia is producing surpluses in wheat, 
dates, and eggs, and is close to self-sufficiency in poultry and 
fresh dairy products. One of the primary targets of the 
government's efforts to diversify the non-oil economy, the 
agricultural sector has now witnessed a series of cutbacks in 
subsidies. The most important of these was the November 1984 
decision to reduce the guaranteed purchase price of wheat from 
SR 3500 ($970) to SR 2000 ($554). The across-the-board 
reductions in subsidies will be compounded by the budget 
shortfalls for the government's Grain Silos and Flour Mills 
Organization (GSFMO) which will probably be unable to make 
timely payments for this year's greatly increased wheat harvest, 
even at the reduced price, without approval of a supplemental 
budget request. Perhaps even more serious will be the GSFMO's 
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inability to store the 1984/85 harvest, since the GSFMO's silos 
are already full with the surplus from the 1983/84 harvest. 
Commitments for interest free loans from the Saudi Arabian 
Agricultural Bank (SAAB), in the past the primary source of 
funding for agricultural ventures, have also fallen by as much 
as 25 percent. 


The frenzied growth rates of recent years will probably be 
replaced by slower, more sustainable rates as the expansion of 
agro-industry and agricultural services catches up with the now 
greatly expanded production of wheat, dates, eggs, poultry, 
dairy products, fresh meat and vegetables. Local distributors 
of agricultural machinery and irrigation equipment will be faced 
with increased competition in a declining market, smaller profit 
margins and greater difficulties with accounts receivables and 
unsold inventories. The fall-out among agricultural 
distributors has already begun with a number of smaller 
distributors dropping out of the market and others having to 
renegotiate their commercial and supplier credit to compensate 
for the unexpected decline in sales. 


Retail and Wholesale Trade 


Trade accounted for 17 percent of economic activity in Saudi 
fiscal year 1983/84. Growth in this sector, while probably 
still positive, has slowed sharply. The downturn in oil 
revenues which began three years ago is only now having a 
serious impact on retailing, since the sector depends 
significantly on the level and composition of expatriate 
employment. While the number of foreign workers in Saudi Arabia 
has not fallen (and may be increasing), high-income westerners 
accompanied by families are being replaced by lower-paid, 
unaccompanied employees who spend less locally. At the same 
time, there has been a general decline in wages and benefits. 


A first indication of slowed demand is the continuing decline in 
imports, which were about 13.6% lower in 1984 than in 1983. The 
composition of imports has also changed. Food imports are 
increasing (despite growing domestic agricultural production), 
while imports of other consumer goods have fallen off. Retail 
and wholesale inventories have been high, and prices are 
dropping. Declining prices have been most pronounced for 
products for which western expatriates have constituted a large 
part of the market. 


The number of price-slashing sales held by retail establishments 
to unload unwanted inventories has increased so sharply that the 
government now regulates their frequency, length and level of 
the price cuts. In Riyadh and Jeddah, about 40% of commercial 
property is unoccupied, and rents have begun to fall. 





Industry 


In late 1984, Saudi Arabia exported its first shipment of 
petrochemicals into an international market suffering from 
excess capacity. Saudi Arabia is, however, among the world's 
most efficient producers of certain petrochemical products and 
should have no difficulty marketing its products as long as its 
major markets allow relatively unrestricted entry. 
Unfortunately, world prices for most of these products (and 
therefore the profitability of the new plants producing them) 
have been significantly below original expectations and are 
likely to remain so in the near future. It will be quite some 


time before the goal of $4 billion in petrochemical exports will 
be achieved. 


Despite the large size of the petrochemical industries at Jubail 
and Yanbu, the Saudi industrial sector is small, generating only 
about 5.5 percent of the country's economic activity. Growth in 
this sector has exceeded 20 percent annually in recent years. 
Contrary to government expectations, so far there has been 
little activity in the secondary petrochemical industries which 
were expected to arise to complement the primary industries. 
Oversupply in international markets, a small domestic market, 
and the continuing threat of the Iran-Iraq war may slow further 


investment in secondary petrochemical industries in Jubail and 
Yanbu. 


Industry attracts the country's larger and better-established 
investors since start-up costs are high. There are about 1700 
factories in production in Saudi Arabia, half of which (853) 
were partially funded by the Saudi Industrial Development Fund 
(SIDF), which has rigorous lending standards. Most of the other 
firms have been financed from private funds; the number of firms 
financed commercially is relatively small. Some factories 
producing building materials, such as pre-fab structures, have 
closed as a result of the decline in construction; but others 
are making additional investments to diversify their product 
lines. 


Reflecting the economic downturn, the rate of formation of new 
industrial ventures is declining. The number of licenses issued 
for new industrial establishments has fallen from the levels 
reached in 1980-81, in particular for new foreign joint ventures 
which fell to 38 in 1984 and only 4 in the first quarter of 
1985. (76 licenses were issued, 61 for Saudi projects and 15 
for joint ventures, in the first quarter of 1984.) The SIDF has 
also reduced its lending, reflecting the decline in new 
industrial projects. 





Banking 


For banks, 1984 reflected the downturn in the economy. Reported 
profits in 1984 appear to be running roughly 20% below the 
comparable 1983 figure, even though total assets climbed more 
than 10 percent from SR 139 billion ($39 billion) to SR 154 
billion ($42 billion). The principal reason for the decline in 
reported earnings appears to have been the sharp increase in 
provisions for bad debts. Although complete figures are not yet 
available, preliminary indications are that bankers will have 
increased their 1984 provisions for bad debts by more than 30 
percent. Another major factor that reduced profits was the 
reduction in the spread between average interest earned by 
deployed assets and the average cost of funds. A third factor 
was the increase in labor and training costs as banks embarked 
on an accelerated Saudiization program. Prospects for 1985 
remain cloudy as bankers face continuing loan losses and few 
profitable local lending opportunities. Banks increasingly are 
deploying their assets offshore where the risk is perceived to 
be less. 


E. Foreign Firms in 1984/85 


While Saudi Arabia's private sector has been affected by the 
cutback in government spending, the negative impact on foreign 
firms has been relatively greater as the government has tried to 
channel its spending to Saudi firms. Foreign firms have been 
affected by delayed payments from both the government and 
private contractors, by uneven application of the requirement 
that 30% of a government contract must be subcontracted to a 
Saudi firm, and by requirements to employ Saudi manpower. The 
drop in revenues has led the government to postpone some 
projects, reduce or defer others, and scrutinize carefully its 
ongoing costs. Ministries have reportedly been instructed to 
ensure strict compliance with existing contracts and not to make 
payments until all requirements are fulfilled. The growth of 
the Saudi bureaucracy has also resulted in multiplication of the 
number of approvals needed for payments to be made. 


These difficulties have led to cash flow problems for some 
businesses in Saudi Arabia. Firms that were undercapitalized or 
poorly managed have been particularly hard hit. Foreign 
contractors cannot import their own equipment (unless it is 
used) and supplies and must buy their needs through a Saudi 
agent. On government contracts, foreign contractors must now 
agree in writing to choose Saudi products, even if marginally 
inferior or more expensive, as long as they come close to 
meeting specifications. Design firms must specify locally-made 
products. As contract disputes have increased, foreign firms 
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have been resorting more and more to local dispute settlement 
procedures, which are time-consuming and often expensive for the 
foreign litigant. Even after winning a court dispute, there is 
still no guarantee that the court's decision will be enforced. 


Outlook for 1985/86 


Economic growth in the non-oil sectors might reach 2% this 

year. Oil exports are the critical variable for overall 
economic growth, and there are no prospects for substantially 
increased petroleum exports. The Embassy estimates that, unless 
Saudi Arabia succeeds in regaining market share from its OPEC 
partners, production for fiscal year 1985/86 could fall below 
3.5 million barrels per day which would generate petroleum 
revenues of about $23 billion. 


In March, the government announced a 1985/86 budget balanced at 
$55 billici. Government revenues are unlikely to reach this 
amount without substantial increases in petroleum production, 
and the government will find it hard to cut spending much below 
the announced $55 billion level. The government could run a 
deficit of about $10 billion, which would probably be financed 
by another draw on official foreign assets. The government has 
announced project spending of SR 45 billion ($12 billion), but 
much of this will be spent to complete existing projects rather 
than initiate new ones. 


Prospects for the non-oil economy are not promising, although 
some sectors are healthier than others. If the government 
reaches its spending level of $55 billion, several of the 
non-oil sectors could grow. Prices of housing and consumer 
goods should continue to fall along with overall wages and 
benefits paid to the foreign labor force. 


For banks, prospects are for another year of reduced earnings, 
as profitable lending opportunities dwindle and banks continue 
to make provisions for bad debts. An area of growing concern as 
the economy slows is the substantial volume of 
construction-related guarantees extended by the commercial 
banks. Total commercial bank “contra accounts" (contingent 
liabilities) as of early January 1985 amounted to more than SR 
76 billion ($21 billion), a major (although unpublished) 
proportion of which represent guarantees. The calling of any 
significant volume of these off-balance-sheet commitments could 
have a serious impact on 1985 bank earnings. 


The Embassy does not foresee significant changes in Saudi 
Arabia's generally open-market policies, but some Saudi products 
are certain to receive protection. Although in principle a 
limited amount of tariff protection of up to 20 percent is 
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offered local manufacvcurers able to meet 50-60 percent of 
domestic demand (e.g., aluminum products), more than half of 
Saudi Arabia's imports enter duty-free or are subject to a 
minimum 7 percent duty. Approximately 40 products are subject 
to the maximum protective duty of 20%. Demands for tariff 
protection (and political pressures on the government) are 
increasing as government revenues fall and Saudi industry faces 
increased competition. Saudi reaction to duties placed on Saudi 
exports by its trading partners could compound the problem. 


The growing number of non-tariff barriers represents a more 
significant (if not immediate) threat to U.S. exports than 
tariffs. During the past year, the government has instituted 
cargo preference regulations and strengthened buy-Saudi 
policies, particularly for agricultural produce. 


Current trends suggest that the government is likely to insist 
on increased use of Saudi manpower and Saudi products and on 
enhanced technology transfer. Interested investors should also 
evaluate dispute settlement mechanisms, which are based on 
Islamic shariah law. Changes in investment policies may be 
substantial over the next few years but are unlikely to impose 
Significant new barriers to foreign investment. Such changes 
might clarify existing uncertainties in Saudi commercial policy, 
but their implementation and enforcement are likely to be 
uneven, 


The emergence of a regional common market under the Gulf 
Cooperation Council (including Saudi Arabia, Kuwait, Oman, 
Qatar, Bahrain and the United Arab Emirates) could lead to some 
dividing up of large investments among the GCC governments and 
some GCC-wide regulatory changes. Nevertheless, the development 
of the GCC increases the potential market for industry located 
in Saudi Arabia, which is ideally situated, because of its size 
and central location, to attract a majority of GCC-related 
investments. 


Commercial Implications for the United States 


A. Overview 


The unprecedented boom market in Saudi Arabia of the late 1970's 
and early 1980's is undergoing a transformation into a more 
mature Saudi market for U.S. exports that continues to be 
attractive by world standards. Reduced levels of Saudi imports 
resulting from lower oil revenue and intense third-country 
competition contributed to a decline in the volume of U.S 
products exports to Saudi Arabia from $7.9 billion in 1983, $5.5 
billion in 1984, and, if current trends hold, to an estimated $5 
billion in 1985. Japan has displaced the United States as the 
leading supplier of goods to Saudi Arabia. Nevertheless, Saudi 
Arabia is the eighth largest customer of U.S products and the 
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largest U.S. market in the Middle East. The foregoing product 
export figures do not include service exports, which are not 
measured by any agency and may comprise the fastest growing 
areas of opportunity in Saudi Arabia. Many American exporters 
of services to Saudi Arabia (operations and maintenance, 
training, management and financial services, technical support 
and franchising) report sustained sales. 


Thus, although burdened by the strength of the dollar relative 
to the currencies of major competitors in Japan and Europe, U.S. 
firms which direct their marketing strategies toward new areas 
of opportunity in today's Saudi market can be rewarded. 
Especially in highly competitive product and service categories 
and to enhance their long-term presence in the Saudi market, 
American firms need to be willing to review their relationships 
with Saudi firms, including joint venture arrangements for 
investment, licensing, technical management agreements and 
franchising. 


B. Best Prospects for U.S. Product and Service Exports 


Training and Manpower Development 


Educating and training the Saudi populace to develop a skilled 
Saudi professional and technical labor force remains the leading 
priority in Saudi Government programs. Over a quarter of 


planned project spending in the recently released Fourth 
Development Plan (1985-90) is allocated to primary and secondary 
schools, university education, and technical vocational 
training. The government is committed to reducing reliance on 
foreign labor and advancing the goal of "Saudiization." Key 
training areas include basic computer literacy, data base and 
word processing, office and secretarial skills, electrical 
maintenance, industrial equipment and process operations, 
management and accounting, and specialty technical fields 
ranging from fire-fighting to aircraft maintenance. Enhancement 
of scientific and technical programs in schools, universities 
and other institutions offers additional opportunities. 

American firms that offer advanced training techniques will 
enjoy an advantage in this leading service sector. 


Operations and Maintenance 


Airports, road networks, communications systems, water and 
electrical utilities, industrial plants, ports, hospitals, 
schools and other elements of the massive infrastructure 
building program of the first three Development Plans must now 
be managed, operated and maintained. Expenditures for 
operations and maintenance will amount to 8-15% percent of 
original capital equipment cost, depending on the type of 
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facility. Although small general maintenance jobs are reserved 
for Saudi firms, joint ventures with foreign firms are invited 
in specialized fields of operations and maintenance, including 
petrochemical and fertilizer plants, agriculture, and computer 
facilities. The success of the recent Department of Commerce 
"Management Services" and "Operations and Maintenance" trade 
missions highlights the sector's potential for U.S. firms. 


Health Care 


The Saudi Arabian market for medical equipment, estimated at 
$152 million for 1985, is now one of the fastest growing markets 
in the world, expanding at an annual rate of 12 percent. A 
further 45 hospitals are planned to be built by 1990, adding 
capacity of 27,000 new beds, and the program of primary health 
care will be extended. American quality in medical equipment is 
appreciated, and leading product categories will be renal 
dialysis equipment, laboratory and x-ray products, surgical 
instruments, computers and software for medical systems. 

Further service opportunity exists for health care planning and 
consulting, particularly in emergency service care, psychiatric 
treatment, and medical training. 


Computers, Data Communication and Security Equipment 


Saudi Arabia continues to offer excellent market potential for 


U.S. suppliers of computer hardware, software and EDP 

training. Government users seek modern information systems for 
education and research, civil administration and management of 
public sector entities in transportation, communications, 
electricity, water and health care. Other customers are varied 
and widespread, embracing petroleum industry giant ARAMCO, which 
uses “super-computers" for oil field exploration, mapping and 
reservoir management, medium-sized mainframes for systems of 
banking and financial institutions, and the many contracting 
firms, retailers, wholesalers, and manufacturers who need 
mMinicomputers, microcomputers and applications software to boost 
productivity through automation and maintain output while 
trimming labor cost. Saudi Arabia's excellent 
telecommunications network has bolstered demand for data 
communications equipment, especially modems, controllers and 
terminal networks. Increasingly significant markets for 
industrial security equipment, such as computerized access 
control devices and identification systems, computer-assisted 
design, and other advanced electronic products are emerging. 


In the software field, adaption to Arabic contributes to 
successful marketing. 





Agriculture 


The continuing drive for agricultural self-sufficiency, 
involving government loans, subsidies and price support, is 
being redirected, albeit at a reduced level, from wheat 
production to the raising of barley, alfalfa and oil-seed 
crops. Agro-industry projects for growing greenhouse 
vegetables, tree nurseries, livestock fattening, fish-farming 
and food processing are progressing with official encouragement 
throughout Saudi Arabia. Leading requirements include 
irrigation equipment and parts, fertilizer spreaders, sprayers, 
chemical fertilizers and pesticides, grain storage equipment and 
farm management services. 


Other Sectors 


The Saudi market also offers excellent opportunities in such 
diverse areas as process machinery for secondary chemicals, 
plastics machinery, equipment for extraction of non-oil mineral 
resources, industrial process controls, electrical generation 
and distribution equipment (especially for rural 
electrification), telecommunications (PABX, facsimile and 
fiber-optic transmission equipment) and avionics. U.S. 
Suppliers of defense-related products and services should 
continue to find opportunities in the country's huge defense 
program. 


Cc. U.S. Government Trade Promotion 


To assist the marketing efforts of American exporters, the U.S. 
Embassy in Riyadh and Consulates General in Jeddah and Dhahran 
provide ongoing support of trade promotion events, such as the 
April 1985 "Saudi Business Mission to the U.S." during which 45 
Saudi businessmen traveled to the United States to explore joint 
venture opportunities with American firms. The schedule for 
U.S. Department of Commerce events through mid-1986 includes 
participation or official presence in seven local exhibitions 
("Saudi Build," "Arab Health," "“Petchemplast," "Saudi 
Agriculture," "Saudi Industry," "Saudi Computer," "Saudi 
Safety/Security") and five specialized trade missions promoting 
the themes of refrigeration/air conditioning, electric power, 
apparel, plastics machinery and education-training. Firms in 
the U.S. interested in participating may contact their nearest 
Department of Commerce District Office, or call the Commerce 
Department's Regional Export Development Office in Washington, 
D.C. (tel: 202/377-1209) to obtain further information. 


Franchising, a service trade dominated by the United States, 
will be promoted through a series of seminars held in the three 
major metropolitan areas of Saudi Arabia during October 1985. 
In December, a trade mission organized by the Washington, 
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D.C.-based International Franchising Association will visit the 
three cities. Franchising meshes well with the official 
emphasis on developing the Saudi private sector, as numerous 
Saudi entrepreneurs are created by each new U.S. franchisor, and 


recent expansion of existing franchises indicates significant 
market potential. 


D. Opportunities for U.S. Investment in Saudi Arabia 


The Fourth Development Plan encourages the Saudi private sector 
to undertake many of the economic tasks previously done by the 
government. This commitment to increasing the involvement of 
the private sector in Saudi industrialization offers investment 
opportunities for U.S. business. 


Saudi Arabia actively seeks and supports foreign investment in 
joint ventures as the preferred means of technology transfer. 
The Foreign Capital Investment Code promises foreign investors 
protection equal to that accorded Saudi nationals. A range of 
investment incentives is offered by the Governrent, including 
official credit facilities, subsidized utility rates, and, in 
isolated cases, modest tariff protection. On the other hand, 
"Buy Saudi" procurement practices make it increasingly difficult 
for wholly foreign-owned enterprises to succeed. Growing 
economic integration and the emerging common market among the 
member states of the Gulf Cooperation Council add a regional 
dimension to potential U.S. joint ventures. 


An important new investment measure instituted by the Saudi 
Arabian Government is the offset requirement for major defense 
contracts. First applied to the recent $1.4 billion "Peace 
Shield" award won by a consortium led by Boeing Corp. and a 
separate award to General Electric, the offset condition 
mandates the establishment of new high technology industrial 
projects valued at 35 percent of the contract. While offset 
activity is still being formulated, it should ultimately lead to 
good investment opportunities. 


E. Recommendations for Exporters and Investors 


U.S. exporters and investors are advised to prepare carefully 
for the unique challenges presented by the Saudi market. Among 
the difficulties that might be encountered are problems in 
obtaining business visas, delayed contract payments and unclear 
regulations pertaining to Saudi government procurement 
practices. If a business dispute arises, an American can be 
prohibited from leaving the country by his Saudi sponsor. Saudi 
product standards, developed from a mix of U.S., European and 
international standards, affect an ever-widening circle of 
commodities. Successful marketing in Saudi Arabia calls for 
well-selected agents or distributors who maintain spare parts 
inventory and good service capability. 
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The U.S. Embassy has produced two new information guides 
covering these and other topics which prospective American 
exporters and investors should find useful. These are: 
"Business Questions Frequently Asked About Saudi Arabia" and "A 
Guide to Establishing Joint Ventures in Saudi Arabia", available 
through the U.S Department of Commerce, Office of Near East, 
Washington, D.C. 20230. 
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You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Businesa Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 
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investment conditions and opportunities. They'll bring 

you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

®@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
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overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 
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